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Qu 
KEY ECONOMIC INDICATORS - TURKEY 


All values in million US dollars, 
unless otherwise stated 


NATIONAL INCOME AND B ic 
EMPLOYMENT ($ billions yt/ 1975 % Change 
BtoA 


GNP at current prices 34, 98 +24.7 
GNP at constant 1958 prices, of which 12, 15 7.9 
Agriculture 2.72 
Industry 3.12 
Other 6.31 
Population (millions) 40.20 
Per capita GNP at current prices ($) 870. 
Employment (millions) 2/ 3/ 15. 86 
Average unemployment rate (%) 3/ 13.0 


MONEY AND PRICES 


Money Supply (TL million) 90,045.0 116,709.0 
External Debt (repayable in 

foreing exchanges) 2, 901.0 3,012.0 
Wholesale price index (1963-100) 4/ 311.8 343, 2 
Ankara Cost of Living (1963=100)4/ 278.4 331.4 
Istanbul Cost of Living (1963=100) 4/ 301.8 365. 8 


BALANCE OF PAYMENTS AND TRADE 


Gold and Foreign Exchange 
Reserves (1976: May 7) 1,610: 3 1,491,3 
Workers Remittances (1976 Jan) 1, 426.2 1, 312,.4 
Exports (FOB) (1976 Jan-Mar) 1,532.2 1,401.1 
U.S. Share (1976 Jan-Feb) 144,2 147.1 
Imports (CIF) (1976 Jan-Mar) 3.44200 4, 738.6 
U.S. Share (1976 Jan-Feb) 350.4 425.7 


National income data are provisional and based on November 30, 1975 pro- 
visional estimates, the latest available. 
Active labour force, including workers abroad and military/gendarmerie. 
Officially reported data. 
4/ Annual average 1974 and 1975; figures exclude rent factor. 
Note: Several changes in the exchange rate during the past three years account 
for apparent discrepancies in percentage change from year to year in several items 
above. The percentages shown in Column C of National Income above are based on 
official data in Turkish Lira rather than on the dollar equivalents shown in A and 
B. Average exchange rate used is as follows: 1974: $1 = TL 14.00; 1975 through 
March 1976: $1 = TL 15.00. 





SUMMARY 


The basic vitality of the Turkish economy was underlined in 1975 with a real 
growth in Gross National Product of 7.9 percent. This is an impressive 
achievement in the light of the political background in Turkey where there 
have been three changes in government since 1973 and, more recently, the 
international recession. Nevertheless, there are several serious problems 
in the economy which require the government to set long-term planning pri- 
orities as well as take short-term corrective measures. The main issues 
facing the government in this context are (1) a high rate of inflation (although 
recent improvement has occurred), (2) chronically high unemployment, 

(3) the need for greater mobilization of domestic resources to eliminate 
budgetary deficits and investment shortfalls, particularly in the public sector, 
and (4) a deterioration in the balance of payments and foreign exchange 
reserve position. 


A basic balance of payments deficit of $1. 3 billion in 1975 was financed pri- 
marily by a drawdown in reserves, borrowing from the IMF and an inflow of 
short-term capital from the Euro-monetary market. Turkish officials esti- 
mate that the Government faces a basic payments deficit of about $1 billion in 
1976 and it hopes to finance this in approximately the same way. In meeting 
this goal, the recent improvement in the economies of Western Europe has 
provided a welcome boost to Turkish exports which rose 105 percent in the 
first four months of 1976 as compared to 1975. Imports, on the other hand, 
have been held steady at approximately last year's level. Worker remittances, 
however, are down 30 percent for the first four months of 1976 as compared to 
1975, 


In spite of a slow down in the growth of Turkish imports, prospects for in- 
creased U.S, exports of goods and services to Turkey remain good. U.S. 
exports to Turkey in 1975 rose to $426 million, an increase of 20 percent 
over 1974. The U.S, share of Turkey's imports remains just over 9 percent. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Government Program and Budget 


In spite of strong efforts by the opposition to defeat the budget bill which would 
in effect have unseated the coalition government led by Suleyman Demirel, the 
Turkish Parliament passed the 1976 TFY budget on February 29 by a vote of 
231-205. The new budget foresees expenditures of TL 154 billion ($9. 65 billion) 
an increase of 42 percent over 1975. Revenues were estimated at TL 142 bil~ 
lion ($8. 9 billion), an increase of 43 percent over the previous year. The 
difference of TL 12 billion ($750 million) between expenditures and revenues 

is intended to be met through domestic borrowing. 
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A review of the budget, as well as the 1976 Import Program and 1976 Annual 
Program of the State Planning Office, clearly shows that the Turkish Govern- 
ment remains committed to meeting the main goals of the Third Five Plan 
(1973-77) while at the same time maintaining a strong, modern military estab- 
lishment even though it faces severe trade and payments deficits, and short- 
falls in domestic savings and investments. In line with Plan goals of stimu- 
lating a real annual GNP growth rate of 8 percent, real investments in both 
the TFY 1976 budget and 1976 Program are to rise substantially. The State 
Planning Organization projects total investment for 1976 at TL 146 billion 
($9.1 billion), a 41 percent increase over 1975. Of this total, approximately 
56 percent will be public sector and 44 percent private sector. Under the 
TFY 1976 budget, investment expenditures are scheduled to grow by 46 per- 
cent, with major increases slated for infrastructure; highways, irrigation 

and energy, as well as increased funds for special industrial projects and 

the development of underdeveloped regions. Defence expenditures under the 
TFY 1976 budget will be TL 33.5 billion or 61 percent higher than in 1975. 

In addition, the heavy emphasis in the budget on the need for defence moderni- 
zation and defence investment industries reflects Turkish concern over the 
consequences of the U.S. arms embargo and determination to establish do- 
mestic industries in order to maintain a strong, modern military deterrent. 


Investment Shortfalls; Deficit Financing 


When the Turkish Five Year Plan (1973-77) was prepared, it was relatively 
optimistic regarding the ability of the domestic economy to generate and save 
the resources necessary to fulfill Plan investment targets with a minimum of 
dependence on external assistance. Real growth in GNP during the past five 
years has been good and the private sector has in most cases met Plan tar-: 
gets. Nevertheless, the generally poor economic performance of the State 
Economic Enterprises has made it impossible to meet their investment re- 
quirements from their own resources. Since these enterprises have tradi- 
tionally been used by successive Turkish governments, often at the expense 
of their profitability, to support government subsidies, provide employment 
and promote anti-inflationary measures, substantial budgetary transfers are 
necessary to cover their losses and raise investment capital. Therefore, 
while tax revenues have risen substantially, budgetary deficits resulting from 
higher expenditures and transfers have been considerably larger in 1974 and 
1975 than in previous years. The increasing difficulty of financing budget 
deficits and investment needs of State Economic Enterprises through the sale 
of government bonds has made it necessary for the Central Bank to finance 
Treasury deficits, This has created rapid monetary expansion and inflation 
at a time when tighter monetary controls would have been more appropriate. 
Both political and economic constraints with respect to means of raising tax 
revenue, profitability of State Economic Enterprises, and new sources of 
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public finance seems to indicate that Turkey will need to do more borrowing 
from abroad as well as increased long-term borrowing from the domestic 
private sector to achieve the country's ambitious public sector investment 
targets. 


Inflation in the Ecoaomy 


The rate of domestic inflation has been high in recent years. Inflationary 
pressures have been fueled by increases in agricultural support prices for 
domestic and export products, high wage increases and a rapid rate of in- 
crease in domestic liquidity. The present government has emphasized the 
need for a restoration of price stability and as an anti-inflationary measure 
is attempting to resist high minimum wage increases, higher subsidies to 
farmers and higher civil service salaries. There appears in fact to have 
been a significant reduction in the rate of inflation from around 25-30 percent 
in 1974 to 15-20 percent by the end of 1975. While the government is hesitant 
to take the kind of anti-inflationary measures which would discourage invest- 
ment and growth, it recognizes that rapid monetary expansion must be cur- 
tailed if inflationary pressures are to be reduced. 


Foreign * Trade Outlook 


Turkey in 1975 suffered a severe trade deficit of $3.3 billion. Imports, led 

by machinery ($1.3 billion), crude petroleum ($811 million) and iron and 

steel ($679 million) reached $4.7 billion, an increase of 25 percent over 

1974, Exports during the same period fell 8.6 percent to $1.4 billion. Worker 
remittances from abroad were down by 9 percent for the year to $1. 3 billion. 
There was a deficit on current account of $1. 8 billion and gold and foreign 
exchange reserves dropped from $1. 68 billion on January 1, 1975 to $1 billion 
by the end of the year. 


The government program for 1976 estimates that imports can be held to 

$5 billion and that exports will rise to $2.1 billion, leaving an estimated 
deficit on trade of $2.9 billion. The program forecasts worker remittances 
at $1.3 billion, the 1976 current account deficit at $1. 4 billion and the basic 
account deficit at $950 million. The Government has suggested that the def- 
icit could be financed by borrowing $300 million from the IMF and inflows 
of $650 million in short-term capital. 


Exports during the first four months of 1976 have exceeded expectations, 
rising from $457 million during the first four months of 1975 to $935 million 
in 1976, an increase of 105 percent. During the first quarter, on the other 
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hand, the government succeeded in holding imports to $1, 248 million, an 
increase of 6.1 percent over 1975. Worker semittances, however, have 
fallen sharply from $367 million during the first four months of 1975 to 
$257 million in the same period in 1976, a drop of 30 percent. 


While the government has not formally instituted any new programs to slow 
import growth, there is little question that it is determined to hold the 
trade deficit for 1976 below $2.9 billion. The chief method of dampening 
import growth seems to be Central Bank delay in approving transfers of 
foreign exchange to pay for import transactions. Export expansion is being 
encouraged by tax rebates on exports and some export financing, particu- 
larly for processed goods. Agricultural commodities are moving well 

(55 percent of January-March exports were tobacco and cotton) and after 
the normal summer doldrums, should boom again in the last quarter of 
1976. An expected bumper agricultural harvest should provide adequate 
stocks for export and internal consumption. Reportedly, the GOT, often 

a wheat importer, hopes to export up to two million tons of wheat in 1976. 
Therefore, since it appears probable that Turkish exports for 1976 may 
well reach $2.1 billion, holding imports to about $5 billion will be crucial 
in keeping down the size of the trade deficit. 


More recently, however, industrialists, particularly in the private sector, 
have warned that postponements of capital imports and shortages of raw 
materials may have an adverse effect on the real GNP growth rate, as well 
as fueling inflation in the domestic economy. These critics, while acknow- 
ledging the tightness of foreign exchange, point out that more export encour- 
agement and imaginative use of international financing opportunities should 
be tried first. This would include more encouragement of private foreign 
capital, which could be of assistance in the important areas of management 
efficiency, technology transfer and export promotion, These measures 
would give the government time to establish priorities, set realistic invest~ 
ment targets and promote competitive export performance from both the 
private and public sectors. 


Balance of Payments: Reserve and Debt Position 


Turkey's gold and foreign exchange reserves dropped further from approx- 
imately $1 billion on January 1, 1976 to $875 million on May 14, 1976. The 
government has recently taken several steps to increase worker remittances, 
attract additional capital and lengthen the terms of the approximately $1.3 bil- 
lion in short-term capital that has flowed into Turkey since May 1975. These 
measures have included higher interest rates for Turkish workers who deposit 
foreign exchange in Turkish banks; facilitating the ability of the private sector 
to borrow medium-term capital abroad; authorization for State Economic 





Enterprises to raise medium-term project loans from the Euromoney mar- 
ket; and an effective devaluation of the Turkish lira against both the dollar 
and the Deutsch Mark of 7 percent during the first quarter of 1976. Through 
these measures the GOT hopes to improve its external reserve position and 
continue the inflow of capital imports, raw materials and investment credits 
needed to maintain its satisfactory growth rate. 


Exclusive of the approximately $1.3 billion in short-term capital that has 
flowed in since May 1975, Turkey's total outstanding foreign debt including 
undisbursed portions was $4,1 billion at the end of 1975. Over 90 percent 
of this external public debt is owed to foreign governments and international 
organizations ($900 million to IBRD of which $550 million is undisbursed). 
Most of these credits have long maturities and relatively low interest rates. 
The debt service ratio as a percentage of exports of goods and services 
(including worker remittances) was approximately 20.5 percent in 1971, 

9.6 percent in 1975, and should not go above 10 percent in 1976. It is true 
that the $1. 3 billion in short-term credits (convertible lira deposits) brought 
into Turkey since May 1975 have only temporarily ameliorated the problems 
affecting Turkey's longer term balance of payments picture. Nevertheless, 
the favorable longer-term growth prospects for the economy coupled with a 
still manageable external debt structure provide encouragement for the 
Government's efforts to gradually replace short-term borrowings with 
medium and long-term credit inflows. 


IMPLICATIONS FOR THE UNITED STATES 


Prospects for U.S. Exporters in 1976 


While it is doubtful that the Turkish import market will be more than $5 bil- 
lion in 1976, roughly the same size as in 1975, there are still excellent pros- 
pects for the expansion of U.S. exports in selected lines. The Third Five 
Year Plan (1973-77) and the Fourth Plan currently under study aim at the 
rapid development of domestic mineral and fuel resources, capital goods 
industries, and aggressive, competitive import-substitution and export- 
oriented industry. The Government seems determined to continue the satis- 
factory growth rate of the past few years even at the expense of increased 
dependence on external financing resources, There are about $500 million 
of undisbursed project credits in the IBRD pipeline and new projects are 
being discussed with both the IBRD and the European Investment Bank. In 
addition, the five year $1.2 billion framework agreement with Iran and 
negotiations now being held on Euromarket loans for State Economic Enter- 
prises should provide favorable export opportunities for American firms. 





Areas of Special Interest to U.S. Suppliers 


There are good opportunities for the expansion of exports of U.S. goods 
and services in areas relating to thermal and hydroelectric (and possibly 
nuclear) power plants; food processing and handling facilities; textile 

and ready«to-wear clothing plants; establishment of chemical, petro- 
chemical, fertilizer, pulp and paper plants; petroleum and mineral ex- 
ploration; ore processing plants; and modernization and expansion of 
port, airport, railroad and highway transportation facilities. While 
some projects in Turkey have been deferred or slowed down due to infla- 
tion, inadequate finance, foreign exchange difficulties and import short- 
ages, this provides increased opportunities for suppliers who can offer 
competitive financing. Both the public and private sector is making in- 
creased use of suppliers credits and other forms of import financing. 
Therefore, imaginative use of suppliers credits and package financing 
through the U.S, Export Import Bank and other American banks is often 
becoming a prerequisite to successful selling. 


Increased American penetration of the Turkish market must cope with 
strong competition, particularly from the European Economic Community. 
The nine countries of the EEC supplied 50 percent of Turkey's imports in 
1975 with West Germany alone supplying over 22 percent. American 
products have a good reputation, however, and increased export sales 

can be obtained through aggressive marketing, competitive financing, and 
good service follow-up. 
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